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July 31, 1970

The Honorable Wilbur D. Mills
Chairman, House Ways and Means
Committee
1136 Longworth House Office Bldg.
Washington, D.C. 20515

Dear Mr. Mills:

On behalf of the Division of Federal Taxation of the
American Institute of CPAs, I wish to congratulate you and
the members of the staff of the Joint Committee on Internal
Revenue Taxation for your efforts in furthering the objective
of tax simplification through the introduction of H.R. 17971.
As members of the accounting profession engaged in
tax practice we appreciate the need for tax simplification
and support efforts to further that objective. We also
appreciate the difficulty of preparing this highly technical
legislation. You have achieved success on both counts.
H.R. 17971, while not simplification of substantive nature,
is a forward step in the overall process of making tax law
and administration easier to handle.

The Tax Division has reviewed the provisions of
H.R. 17971 and presents for your consideration the following
comments:
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1. Proposed H.R. 17971 amendments should also
require the following redesignations:

Bill Sections

Code Sections

(b)
(c)
(d)
(e)
(f)

102

106

Redesignations
Recommended

39

to
to
to
to
to

(a)
(b)
(c)
(d)
(e)

(c) to (b)

120(b)

116(b)

(2) to (1)
(3) to (2)

146

312

(i)
(j)
(l)
(m)

157

381(c)

(21) to (20)
(22) to (21)
(23) to (22)

172

545(b)

(8) to (6)

to
to
to
to

(h)
(i)
(j)
(k)

228(c)

1016(a)

(20) to (19)
(22) to (20)

234(a)

1033(a)

(3) to (2)

234(d), (e) and (f)

1033

(c)
(d)
(e)
(f)
(g)
(h)

to
to
to
to
to
to

(b)
(c)
(d)
(e)
(f)
(g)

2. Bill Section 107(b) - Proposed change should also
require redesignation of paragraphs (5) and (6) to (3) and (4)
or (4) and (5) respectively. In addition, the meaning of "Such
amendment shall be effective in the case of taxable years
beginning after December 31, 1966, but shall not affect the
computation of any carryover of unused credits to such taxable
years" is not clear.
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3. Bill Sections 111(a), adding Sections 64 and 65
to the Code - Time has not permitted a thorough check to make
certain that all other necessary conforming changes are made
in the Code as amended by the Tax Reform Act of 1969. This
check should be carefully made if it has not already been done.
In addition, it is not clear here how capital loss carrybacks
and carryovers are to be treated in light of these new
definitions. Clarification is needed here.
4. Bill Section 111(c) - The reference to Code
Section 306(a)(1)(B) should be to Code Section 306(a)(1)(B)(i).

5. Proposed H.R. 17971 amendments would repeal
existing Code provisions as indicated below. It is suggested
that very careful consideration be given to the timing of
these new amendments and to their research tracing consequences.

Bill Sections
112(b)
118
128
132
134
236
237

Code Sections
72(1)
108(b)
16b-(d)(2)(B) and
(C), and (f)
168
171
1051
1052
1101-1103
1331-1337

6. Bill Section 116(a) - This proposed amendment
is approved if there are no securities currently outstanding
that are subject to the provisions of existing Code
Section 103(a)(2) and (3). In addition, this proposal would
require redesignation of subsections (c), (d) and (e) to (b),
(c) and (d), respectively.

7. Bill Section 116(e) - This proposed amendment is
approved if there are no securities currently outstanding that
are referred to under existing Code Section 103(e)(1) through
(19), (21) and (22).
8. Bill Section 12b-(a) - It is suggested that ’’sick
cousins” should not be eliminated as dependents in this
proposed legislation.
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9. Bill Section 131(b) - It seems premature to
eliminate Code Section 167(e)(3) at this time.
10. Bill Section 133(e) - ”60 Stat. 1039” should
read ”60 Stat. 1032.”

11. Bill Section 148(b) - The first two lines of
Bill section 148(b) should read as follows: ”(b) Subsections
(e) and (f) of Code Section 333 are amended by striking
out....”

12. Bill Section 148(c) - Changes in the Internal
Revenue Code should provide reasonably sufficient time for
taxpayers to become aware of the changes and plan in accord
ance therewith. If there is much delay before enactment,
corporate taxpayers may have insufficient time to determine the
applicability to the corporation and submit notification prior
to January 1, 1971.
Therefore, it is suggested that, in lieu of January 1,
1971, Section 148(c) delay requirement for notification until
12 months after the date of the enactment.

13. Bill Section 169(c) - This Bill section substi
tutes, in Section 535(b)(6) of the Code, the new term ”the
amount of the net capital gain” for the old terminology ”the
excess of net long-term capital gain over net short-term
capital loss.” It leaves unchanged, however, two references
within paragraph (6) to "such excess.” Wherever "such excess”
appears in the paragraph it should be changed to read "such
amount” in order to make the reference meaningful.
14. Bill Section 180 - Section 180 of the Bill
proposes to amend Section 593(c) by striking out paragraphs
(2), (3), (4) and (5) and inserting in lieu thereof a new
paragraph (2) dealing with ’’Certain Pre-1963 Reserves.” The
new proposed paragraph (2) provides, in effect, that any amount
allocated before the effective date of the Bill to the reserve
for losses on qualifying real property loans out of surplus and
reserves created before 1952 is not to be treated as a reserve
for bad debts for any purpose other than for measuring the future
reasonable addition to the reserve for losses on qualifying
real property loans.

The intent of the above paragraph (2) is to duplicate
Section 593(c)(5) prior to this proposed amendment without the
computational wording dealing with the reserve realignment
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which is no longer relevant. However, paragraph (5), prior to
the amendment, clearly limits its application to amounts
allocated "by reason of the application of the first sentence
of this paragraph" in connection with the reserve realignment
as of December 31, 1962. This limitation is not contained
in the newly proposed paragraph (2).
Since amounts can be allocated to the reserve for
losses on qualifying real property loans out of pre-1952
reserves and surplus by reasons other than the reserve realign
ment, the failure to limit the application of the new
paragraph (2) in the same manner as present paragraph (5)
can conceivably cause certain technical problems.
15. Bill Section 194(b) - We do not believe that the
phrase "(determined without regard to fair market value of
December 31, 1958)” should be stricken from the Code.
Section 805(b)(4) of the Code sets forth the rules for determi
nation of the denominator in a fraction used to compute an
average earnings rate for each life insurance company subject
to this tax. The phrase referred to above clarifies the fact
that all assets included in the denominator should be included
at the adjusted basis, except for real property and stock.
For purposes of determining gain, the companies are permitted
to use December 31, 1958 fair market value for all assets held
as of that date. Thus, items such as convertible bonds and
warrants must be included in this formula at adjusted basis
even though such assets may have a fair market value at
December 31, 1958 different from basis. This fact would not
be clear if the parenthetical phrase was deleted.
16. Bill Section 195(c) - This section of the Bill
would amend Code Sections 809(b)(1) and 809(b)(2) by striking
out subparagraph (B) in each of those two Code Sections and
substituting a new subparagraph (B) using the newly defined
income concept "net capital gain." In this case, however,
the phrase "for the taxable year" has been added. It appears
that the phrase "for the taxable year" is unnecessary and
represents a difference from the parallel amendment to Code
Section 804(a)(2) where the modification was made by substi
tuting the words "of the net capital gain" for the longer
phrase now included in that Section of the Code.

17. Bill Section 198(b) - It appears that this section
of the Bill is not to be included in the Internal Revenue
Code, but is part of H.R. 17971 only. We believe it undesirable
to exclude Bill sections from the Code.
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18. Bill Section 214(b) - It is recommended that the
words "and claiming" be inserted after the words "entitled
to" in connection with the amended Code Section 901(d).
19. Bill Section 219 - As this section of the Bill
affects Section 931(b) of the Code we believe it is
substantive and may have considerable ramifications beyond
pure simplification. We, therefore, feel that it would not be
fair to delete this section of the Code without some appro
priate hearing on the matter.

20. Bill Section 233 - This section would eliminate
the privilege of consolidation of export trade corporations
and could remove rights of certain taxpayers. We feel that
it would not be fair to delete this section of the Code without
some appropriate hearing on the matter.
21. Bill Section 228(b) - Should the proposed
Subchapter I approach for Code Section 1016(a)(10)also be
applied to Code Section 1016(a)(9)?

22. Bill Section 230 - Reference should be to
depreciation allowed before 1952.
23. Bill Section 231 - It is suggested that the
proposed repeal of Code Section 1021 be deferred pending
reconsideration of the taxation of annuities.
24. Bill Section 232 - It is suggested that the
proposed repeal of Code Section 1022 be conditioned upon a
repeal of Code Section 1014(b)(5). In addition, the research
tracing consequences of this proposed amendment should be
carefully considered.
25. Bill Section 244 - It is recommended that the
existing terminology in Code Section 1222 be retained. The
distinctions between the proposed new terms are not clear
enough.

26. Bill Sections 253(a) and 259(b) - It is suggested
that the proposed amendments refer simply to "as ordinary income
rather than to "as gain constituting ordinary income" for
paragraphs (1) and (2) of existing Code Section 1250(a) and
for existing Code Section 1251(c)(1).
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27. Bill Section 276(b) - It appears that this
section of the Bill is not to be included in the Internal
Revenue Code, but is part of H.R. 17971 only. We believe it
undesirable to exclude Bill sections from the Code.

28. Bill Section 277(d) - It appears that the last
sentence of this section is not to be included in the Internal
Revenue Code, but is part of H.R. 17971 only. We believe it
undesirable to exclude portions of Bill sections from the Code.

29. Although not a part of the Simplification Act.
we suggest that a provision be added to amend Section 501(c)(10(A)
of the Code to substitute the word ”or” for the word "and”
before the word "fraternal.”
We appreciate the opportunity to comment on this
proposed legislation. Please feel free to call upon us
whenever we can assist in any way.
Very truly yours,

